
Integrated Merchant Business Model 
uprtrem Integrate & Leverage Downrueam 

co"nery0rTXu 

As with TXU, many companies use the convergence model to expand overseas. TxLl's acquisition of 
electric and gas distribution companies in Australia and the UK rovide entry into these markets. The 
acquisition becomes the platform for upstream growth in unregdted markets. Incremental acquisitions 
strengthen competitive energy businesses (upstream), regulated energy-delivery businesses (downstream), 
and portfolio management to keep the two in balance. 

Other convergence leaders employ their own versions of this expansion model. Reliant entered 
Europe through the $2 billion UNA generating asset purchase in Holland. Dominion Resources, by con- 
trast, has chosen to sell international assets, focussing on the domestic MAL\J to Maine region. 

Other convergence plays have chosen contracts over assets as a means for new market entry, a t  least 
until pricing becomes more certain domestically and abroad. 

Duke Energy, for one, is no longer willing to bu upstream assets to enter a market following a 20% 
price dedine in the UK earlier this year. Content w i x  its current international generating ortfolio, Duke 
will now enter new foreign markets on1 through contracts to trade electricity. While stifwilling to buy 

achieve the upstream growth Duke seeks. 

NEED FOR FUNDING SPURS ASSET SALES 
More recently, electric com anies have found that multi-billion dollar deals are harder to execute with 

assure regulators and to ensure good access to capital. This has contributed to a spate of asset sales. 

and construct pipelines necessary to ry ownstream profitability, contracts are a less risky approach to 

lower stock prices. As their B ebt capacities reach their limits, they need to maintain their credit quality to 

sales. For example, Duke Capital Corporation sold Panhandle t? astern Pipe Line Company to CMS 

Energy gas assets it acquired three years ago, then subsequently T. ecided to keep them. 

structed a number of merchant generating plants, which they will either keep or sell, y ependmg on the 

is harder to assess whether the parent's support - or indeed even the parent - wil K be there in the long term. 

companies bid for such assets, quite a few are consuained i! om !inancing them because their stock 

corporations t o y w  throufh acq-sitions. Likewise, newky restruc- 

0 

In addition to financial considerations, shifts in corporate strate have also motivated large-scale asset 

Inc. decided to sell much of the Noram 

have also con- 

most economic o ortunity Demand for these plants has given Duke and others with construction capa- 
bility a substantiJEoost in A h  flow available for debt service. 

This trend has a number of rating implications. We now give less benefit to the "halo effect" (the credit 
benefit that a subsidiary might derive from its parent) than we used to in the ratin s of subsidiaries because it 

Furthermore, even if a subsidiary is not subsequently spun off, as the parents become more financially lever- 
agd,  they may be less willing or less able to provide financial support. When the parent does decide to spin- 
o a subsidiary, there is also event risk in who will buy it and how it will be financed. 

The number of assets being put up for sale has created some buyin oppormnities too good to pass up. But 

prices while "r are ow and their debt levels are high. Consequently, companies such as Dominion Resources deade to 
sell some non-core assem of their own to raise cash for the acquisition. Thus the "spin-off cyde is continued. 

ties for both domestic and 

Energy Corporation after two years of ownership. Reliant Ener 

Given the demand for new gas-fired merchant plants, companies such as Duke Ener 

The divestiture of generatin 

tured utilities engaged 
will likely continue to 

has provided, and will likely continue to provide, attractive o p p o m i -  

dehvery o electricity in the US have attracted, and transmission an 
from foreign companies. 
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Continuous Restructuring 

Acquisitions 4 Asset Mey * Converaence 

Rationalization 

Joint 
Ventures 

Sales & 
Spin-offs 

From a fixed-income investor's perspective, most of the acquisitions of US utilities by non-US companies 
to date have been, or are likely to be, funded through issuance of large amounts of debt. This tends to 
increase the leverage of the acquiring entities, and can pressure the financial flexibility not only of the 
acquirer but of the target as well, depending on the extent to which the parent has to rely on dividends 
from the acquired company to help service the acquisition debt. As a result, the bond ratings of both the 
acquirer and the target could be pressured. 

Since 1998, there has been a steady flow of transactions whereby large foreign electricity supply and 
water companies (mostly from Western Europe) have pursued growth through acquisitions of electric and 
water utilities in the United States. An integral part of the acquiring companies' strategies has been a 
strong desire to enhance earnings and create more stable and predictable cash flow, as well as to use the 
newly acquired companies as a springboard for seizing additional opportunities in the changing US utility 
industry. Large international corporations have been particularly interested in the U S electric and water 
sectors because of the fragmented state of these industries, which offers consolidation opportunities. Also, 
the pressing need, in some instances, for system upgrades, have represented perceived opportunities for 
the interested companies to achieve relatively low-risk earnings growth. The stable US economy and gen- 
erally supportive political and regulatory environments have further added to the attraction. 

Eight announcements have been made between December 1998 and June 2000. On a combined basis, 
the eight deals had a market value of approximately $31.6 billion, with the largest by far being the $12.8 
billion investment that Scottish Power made to acquire PacifiCorp. Influenced by the size of the Scottish 
Power/PacifiCorp transaction, 69% of the aggregate market value of the transactions announced during 
this time frame were in the electric sector, while the balance related to water utility deals. Five of the 
deals, aggregating approximately 80% of the $31.6 billion investment value, have been completed, while 
three deals are still pending. 

Out of these transactions, the security ratings of Scottish Power, Kelda Group, and Tbames Water were 
downgraded as a result of their largely debt-financed invesrments, whereas the security ratings of National 
Grid and Vivendi were confirmed with negative and stable outlooks, respectively, The ratings of target com- 
panies PacifiCorp and the former New England Electric System (now National Grid USA) were unchanged 
as a result of their change in ownership. Ratings for United States Filter Corp. were withdrawn since the debt 
was retired as part of the transaction. Of the remaining Pansactions included in our chart on the following 
page, Suez Lyonnaise Des Eaux was eventually assiped a Prime-I short-term issuer rating, although it did 
not have a public debt rating at the time its announcement to increase its investment in United Water 
Resources was made. PowerGen UK and LG&E Energy Corp. are still on review for possible downgrade. 
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Aquarion Company, United Water Resources, Bangor Hydro-Electric and Compan and Emera, Inc. 
remain unrated by Moody's. Emera, Inc. (formerly NS Power Holdings Inc.), the hoziing company for 
Nova Scotia Power, represents the initial foray by a Canadian-based utility to acquire a US-based utility. 
Assuming this transaction is successful, we expect that Emera will look to use this invesment as a platform 
for other US invesments, especially in the Northeast. 

Looking forward, we expect that French water companies, which are by far the largest water compa- 
nies worldwide, will continue to look to the US for additional oppormnities to provide global water and 
wastewater services to industrial clients. 

At the same time, we anticipate that UK-based electric and water companies will continue to experi- 
ence pressure on their earnings due to the harsh domestic regulatory framework, compounding concerns 
about the current disfavor held by equity investors. Indeed, regulators for the UK water and electric utility 
sectors have been imposing tariff reductions, which are likely to challenge even the more efficient players 
in those sectors. Therefore, the UK-based companies are likely to find invesment opportunities in the US 
to be more lucrative, especially if they can succeed in exporting their cost-cumng capabilities. 

As a result of all of the changes outlined above, the US electric utility industry has moved from a relatively 
homogeneous sector of vertically integrated com anies into a loosely affiliated group of companies that 

Included in the back of this industry outlook is a set of "peer group" average financial ratios parced by 
rating category and by loosely defined business concentrations, including transmission and distribution 
companies, vertically integrated utilities, and utilities/diversified holding companies. However, one must 
keep in mind that - as stated in our introduction - the industry is today no longer one peer group of 121 
utilities, but rather 121 peer groups of one. Direct comparisons are very difficult. 

Since each company's strategy is unique, the comparison of financial ratios - long the quantitative 
framework for analysis - has become less and less meaningful in and of itself. Instead, these ratios and 
rating category averages are only the startin point in an increasingly sophisticated analysis that not only 

under today's increasingly common holding company structure. 

happen to operate in one, two, three, or perhaps a E aspects of producing and selling electricity. 

considers each entity's stand-alone risk pro a le, but also bow these risk profiles interact with each other 
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NEW STRUCTURES CALL FOR NEW APPROACH 
As noted earlier, today's increasingly complex holding companies encompass operating companies of 
widely differing business risks: unregulated generating asset subsidiaries, energy trading subsidiaries, regu- 
lated transmission and distribution utilities, local gas distribution utilities, and energy service companies. 
These are the most common examples, but the list goes on into various types of telecommunications ven- 
tures, water companies, or even investments that bear no relation either to enerm or to redat ion 

In many such organizations, the transmission and 
distribution company or vertically integrated entity 
represents the "anchor rating." During the transition, 
it will likely continue to provide the lion's share of 
cash flow, as well as stability, given its continued reg- 
ulation. The genco or other rated unregulated sub- 
sidiaries, on the other hand, may represent the 
growth vebicle(s). 

The unregulated subsidiaries, where rated, tend 
to have lower ratings than the electric utility given 
their less-certain cash flows, their exposure to fluctua- 
tions in market demand and pricing, and their some- 
times unproven business models. 

Chart4 

Investor-Owned Electric Utility 
1999 Revenue Breakdown 

The risks of all these diverse entities are factored into the holding company radng. The following pie 
chart illustrates revenues contributed to the parent by disdnct lines of non-utility businesses within the elec- 
tric energy industry. 

Moody's combines a number of analytic approaches to determine the ratings of such complex structures. 
The analytic process can be distilled into two primary approaches: the "building block approach - which is 
more of a "bottom- up" analysis - and the "enterprise" approach - which might be regarded as a "top- 
down" analysis. Both of these approaches are outlined below and are described more fully in Moody's April, 
2000 Rating Methodology entitled "Electric Utility Holding Companies." 

A Typical Complex Utility Holding Company 

Holding 
Company 

Non - Regulated Intermediate 
Holdinq Company 

Intermediate Holding Intermediate Holding 
Company International Company Domestic 

Investments Investments 

International 
Investments 

Generating Power Trader 
Portfolio 

I I 

Investments Investments 
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Traditionally, the amount of debt at the parent, or supported by the parent to finance unregulated invest- 
ment, resulted in a rating for the holding company that was a single notch lower than the operating com- 
pany unsecured ratings. However, as the amount of debt held a t  the holding company level grows, so does 
the likelihood that chis increase in leverage will result in an even lower rating for the holding company. It 
may also depress ratings a t  the regulated operating subsidiary on which the holding company relies for its 
cash flows for debt senrice, depending on the extent to which the utility is "ring-fenced" - or protected 
from the excessive upstreaming of dividends for such purposes. 

Over the last few years, large acquisitions have caused leverage at some companies to rise dramatically 
- a phenomenon we call "leaping" leverage. Several large-scale acquisitions completed just over the last 12 
months have been financed with debt issued by a holding company ("dual cash mergers"). Dominion 
Resources (senior unsecured Baal) completed its acquisition of Consolidated Natural Gas (senior unse- 
cured A2) in January, Scana Corporation (senior unsecured A3) funded its $900 million acquisition of 
Public Service of North Carolina (senior unsecured A2) in February, and Carolina Power and Light 
(CP&L) (senior secured A2) expects to close its $8 billion acquisition of Florida Progress Corp (unrated) 
this fall. In the Dominion and Scana cases, the parent rating remains one notch lower than the risk 
weighted average of the subsidiaries due to credit strength observed in the parent cash flow analysis. 
However, final ratings have yet to be determined for CP&L Energy, the new holding company formed to 
complete the merger of CP&L and Florida Progress Corp. 

The table below is a re resentative, but not exhaustive, list of other holding companies that have expe- 
rienced large increases in J e i r  amount of indebtedness over the last five years. 

In considering the unprecedented growth in the parent or unregulated debt burden, Moody's also 
indudes the growing use of off- balance-sheet debt and its counterpm, non-recourse debt, which results 
in a slower, more insidious rise in total indebtedness - a phenomena we call "creeping leverage." (See 
Moody's April 2000 Special Comment, "Creeping Leverage.") 

Mwdy's automatidly adds several type of off- balance-sheet debt onto a balance sheet in the course of rat- 
ing assessment, while others require more analysis. For example, operating leases and minority interest are 
incorporated into a parent's radng through a modified net present d u e  approach and proportionate consolida- 
tion,respectively. 

We consider other off -balance-sheet investments on a case-by-case basis to determine the extent to 
which they should be dimensioned in a parent's rating. We understand that each company's decision 
whether to support an off-balance-sheet investment will be made on the basis of economics rather than on 
the basis of the legal obligation. Today's brightest investment idea easily becomes tomorrow's albaaoss, 
and strategies change on a regular basis. For that reason, not only do we not necessarily attribute off-bal- 
ance-sheet investments to the parent's balance sheet, but we are less likely to attribute a "halo effect" of 
implied support to give the rating of the invesment a lift. 
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Further skewing the effects of off-balance-sheet investments is the fact that they are often made in 
businesses which carry more risk than that reflected in the parent's rating, which until recently has typical- 
ly been dominated by regulated, power-related businesses. As non-regulated businesses grow in impor- 
tance to company strategy, we expect to see a growing number of these investments financed on balance 
sheet and therefore factored directly into corporate ratings. 

In the past year, we have seen a proliferation of joint ventures, partnerships, and IPOs designed to remove 
risk from the balance sheet, and in several cases, to create a new entity with a highly valued stock price. 
For example, Entergy's joint venture with Koch Industries (to be rated this fall) will remove certain power 
trading assets from Entergy's balance sheet. Duke Energy Field Services (Baa2 rating), the joint venture 
between Duke and Phillips Petroleum (BaaZ), removed field services assets from both companies' balance 
sheets. In each case, the newly created entity will grow its business independently while sending dividends 
to the sponsoring entities. 

In these particular examples, Moody's does not factor risk from these entities directly into the sponsor 
ratings (other than consideration of the potential loss of cash flow resulting from the removal of assets 
from the corporation). We do not impute the joint venture's risks to the sponsor for several reasons, 
including: 1) the non-recourse nature of the debt; 2) the sponsor's willingness and ability to walk away 
from the investment should it become troubled; 3) the joint ventures' own access to capital markets 
through debt issues or IPOs; and 4) the benefit to the sponsors of cash from these entities gained from 
dividends and from proceeds from securities issues. These factors, rather than the fact that the ownership 
interest falls below SO%, enables Moody's to rate the investment separately from the sponsor. 

At the same time, as demonstrated by the long-term ratings of Duke Energy Field Services' joint ven- 
tures, long-term ratings tend to be lower than the long-term ratings of their sponsors as a result of the 
same absence of explicit or implied support. .. 

The ratings impact of other partnerships is less clear. We have seen a spate of highly structured joint 
ventures seeking the same off-balance-sheet treatment from a ratings perspective. For example, TXUs 
(Baa3) new joint venture, Pinnacle One (Bal), with private equity investors removes telecommunications 
investments from TXU's balance sheet from an accounting perspective. The notes issued by Pinnacle are 
paid off with the proceeds of either an equity issuance by Pinnacle or TXU, or a mandatory convertible 
preference stock of TXU held in trust to support the noteholders. 

In this type of shucture, Moody's focuses upon the feasibility, timeliness, and mechania of the equity 
conversion feature. These elements, in addition to the structure of the transaction, determined the extent 
to which the TXU rating was shielded from risks in the unregulated telecom invesment. 

Other companies that have employed this particular structure include CMS Energy (senior unsecured 
Ba3), Noble Affilates (senior unsecured Bad), and Enron Corporation (senior unsecured Baal). In most 
cases, the partnership has received a rating one notch helow the senior unsecured rating of the sponsoring 
company. Each transaction is, however, structured differently and Moody's considers off-balance sheet- 
treatment accordingly. Some are listed below. 
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IPOS SEPARATE GROWTH BUSINESSES FROM CORE 
0 

Low stock prices combined with ample growth opportunities in r i s b  merchant arenas czeate an environ- 
ment in which shareholder and bondholder interests have diverged. Companies are restructuring to meet 
shareholder demand for eight to ten and ten to twelve percent growth while incurring exua bondholder 
risk through development of merchant opportunities. Regulators support the separation of unregulated 
from regulated utilities in order to protect the electric customer from risky investment. 

Spins and IPOs to separate regulated from unregulated businesses can be structured to help or hurt 
bondholders. It is a question of what the IPO or spin is designed to accomplish. While Western Resources' 
secured fist mortgage bond ratings plummeted four notches to Bal from A3 after the announced spin owing 
to negative changes in the capital structure, Southern Company's subsidiary credit profiles stabilized as a 
result of the partial removal of the r i sb  merchant generation and marketing businesses from the family. 

In another pending deal, all of the long-term ratings for Reliant Energy (Baal) and its subsidiaries are 
on review for potential downgrade following the announcement tha t  the company is spinning off its 
unregulated businesses. Not only will certain ratings deteriorate to reflect structural subordination from 
the creation of a new holding company, hut regulated businesses will also be saddled with $9 billion of 
existing leverage while the spun unregulated businesses will begin with only $2 billion. In addition, cash 
flow from the spun business will no longer be available to senice the large debt burden left with the regu- 
lated business. Without oaetting financial strength, business risk of the spun affiliate will likely receive 
lower ratings than its former affiliate. 

The chart below details four IPOs. Companies often begin with a 19.9% spin of unregulated business- 
es in order to effect a tax free exchange. In most cases, this will be followed by the 80.1% balance. Other 
recently announced P o ' s  include Orion and up to 50% of CMS Energy's oil and gas operations. 

THE ART OF ANALYSIS IN THE NEW POWER SECTOR 
As the power sector changes, develops, reforms, and changes some more, analytic techniques must evolve to 
deal with new issues and corporate structures. Long held analytic points of view must he continually 
reviewed and revised to adapt to changing business and financial risk profiles resulting from sector restruc- 
turing. It is therefore more important than ever to use sound, well thought out, sophisticated and evolved 
analytic approaches when concluding ratings. Financial matrices that attempt to define rating levels exclude 
some of the most important information about a company; its strategic direction coupled with management 
capacity to effectively execute in a quickly evolving environment full of &owns. While a bandy scorecard 
describing atuibutes d e f ~ n g  each rating category would make investors lives easy, the complexity of the 
power sector makes such a tool misleading. Only rigorous analysis of each individual situation will ade- 
quately uncover the real credit quality of companies operating in the ever changing power sector. 
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Appendix I 
1999 Actual Data For the Electric Industry ($mil.) 

Vcilieally Inlegiated Utilitlea Peer Croup 

Net Operating EBITI FFOl FFO RcF ~~ TD Total Cap. Tot. Debt Pref Stk% Common % 
Income Margin Interest lntereat % Caper (in Smil.) %Tot. Cap Tot. Cap Tat. Cap 

RW.Z"W 

A2 Dayton Power 81 Light Company 1.273 192 29. 76 4. 75 6. 03 499.75 34.44 2. 105 37. 26 1 . 0 9  61.65 
A2 Empire Dirrrict Electric Company (The1 242 19 17.58 2. 73 3. 82 84.14 10.66 580 59. 63 0 40.37 
A2 iES Utilities Inc. 601 66 20. 17 3. 11 4. 6 183. 67 18. 1 1.256 53. 53 1 .46  45.01 
A2 Idaho Power Company 656 92 26. 2 2. 78 3 . 9 9  171. 13 11.84 1.764 52.73 6 41.27 
A2 Northern Indiana Puhlic Service Company 1,152 214 17. 1 5. 68 6. 72 223.14 16.53 2.318 50.68 5. 83 43.49 
A2 Portland General Electnc Company 1,378 126 13. 79 3. 97 4 . 8 3  151.72 18. 12 2.070 48.26 1.45 50.29 
A2 Virginia Electric and Power Company 4,591 448 21. 93 3. 82 4. 92 148.03 15.33 8.691 49.52 7.41 43.01 
A2 West Texas Utilities Company 440 46 15.56 2. 13 4. 17 160.98 15.64 583 55.77 0. 43 43. 8 

AVERAGE OF GROW 1.361 142 18. 81 3. 8 4. 80 184.8 11.21 2,411 50.5 3. 44 46.08 

A3 Appalachian Power Lompany 1.651 116 14. 61 2. 42  3 .02  123.15 7. 64 2.976 60.06 1 . 3  38.63 
A3 Central Power and Light Company 1,482 179 19. 68 3. 35 4 .22  161.52 12.77 3.271 54. 32 4. 77 40.91 
A3 Cincinnati Gas 81 Electric Company (The1 2. 551 233 16.6 4. 81 5. 74 243.5 14.77 3,181 47.19 0. 65 52.16 
A3 Columbus Southern Power Company 1.230 148 18.11 4. 1 4. 26 212.4 16 1.856 52.26 1.35 46.37 
A3 Derros Edmn Company 4,047 434 23. 1 3. 22 4 . 9 3  176.53 20.95 7,543 51. 9 0 48. 1 
A3 Lti&FE nergy corp. 2,707 236 16.43 3. 37 4. 6 131.25 15. 8 3 ,547 60.91 6. 91 32.17 
A3 MidAmerican Energy Company 1,791 269 24.94 5. 81 5. 51 170.31 26. 39 2. 314 46. 43 7. 85 45.71 
A3 Ohio Powsr Company 2,039 211 14.16 5. 08 6. 24 226.02 16. 36 2.778 49 .11  0. 93 49 .36  
A3 PPL Electric Utilities Corporation 3.952 444 18.95 3. 5 4. 36 239.33 13 5.389 69. 51 6. 44 24 .05  
A3 Public Service Company ot Colorado 2.227 204 15. 96 2. 96 3. 89 77.32 11.46 4,166 53.01 4. 66 42.27 
A3 Public Servrce Electric and Gas Company 5,890 644 27.13 4. 13  4.21 259.08 11.78 9.631 53.96 7.04 36.95 
A3 Rochester Gas & Electric Corporation 1.090 182 21.33 5. 16 4.  55 160.77 16.12 1 .657 50.09 4. 35 45.57 
A3 T x m e c m c  company 6.207 769 20.12 3. 19 4. 87 270.23 29.63 13.145 41.95 7. 3 50 .75  

AVERAG- 2.838 313 19. 5 3 .88  4. 88 180.26 16.51 __ 4.727 53.18 4.12 42.88 

Baal Arizona Public Service Company 2,293 267 16.96 3. 92 5. 18 192.08 20.84 4,134 52.02 ___ 0 47.98 
Baal C ommonwcalth Ediaon Company 6.167 627 17. 83 2. 86 1.11 4. 51 -4. 21 13 ,539 58. 18 2. 65 39.17 
Baal H awaitan Electric Company, Inc. 1,050 75 11.7 3. 53 4.  62 162.41 15.74 1.693 44.47 7. 93 41. 6 
Baal Illinois Powcr Company 1.903 122 11.44 1 . 8 3  2. 2 90.37 4. 8 3 ,744 65.97 6. 39 27.65 
Baal Indiana Michigan Power Company 1,394 26 7. 79 1 . 5 7  1 . 4 7  22. 76 -5. 31 2 ,590 60. 23 2. 8 1  36.91 
Baal Kentucky Power Company 374 25 14. 62 2. 35 2.93 125.87 6. 42 682 59.47 0 40.53 
Baal Oh 1 0  Edlson Company 2.687 286 11. 61 3.06 4.84  339.9 15.14 5.921 49. 94 5. 14 44.32 

Baal Pennsylvania Powcr Co. 329 8 9. 74 2. 34 4 . 7 5  363.48 -3.64 __ 572 55.61 9.47 34 .92  
Baal Puger SounbEnergy, Inc. 2,044 151 14.05 2. 46 3 .09  101.56 7. 23 4 ,040 60.28 5. 59 34.13 

A V E R A G E U P  2.428 220 14.16 2. 75 3. 36 159.72 6 .88  4.827 88.11 4.45 37. u 

Baal PEL '0 Encrgy Company 5,431 607 25.92 3. 56 3. 41 194.26 11.92 8 ,354 74.93 3. 64 21.22 



Appendix I 
1999 Actual Data For the Electric Industry ($mil.) 

Vertically Intqratcd Utilities Peer Cmop 
~~ 

Nit Operating EBITI FFOl FFO RcF ./. TD Total Cap. Tot Debt Pref Stk% Common % 
Income Msrgln Internal ln lern~l  %Caper (in Smil.) %Tot. Cap Tot. Cap Tot. Cap Revenue SI. Debt 

Rntlng Company 

Baa2 Enfcrgy Arkansas, Inc. 1,542 56 12. 67 2.13 3. 54 96.23 11 .74  2, 416 49. 06 7. 29 43. 63 

BaaZ Enfergy Mississippi, Inc. 633 36 10. 56 2. 27 2. 93 79.24 8.09 941 49.36 5. 36 45.26 
Baa2 Enrcrgy New Orlcans, Inc. 506 16 6. 36 2. 9 4. 42 108.44 13.27 31 7 53. 27 6. 23 40. 5 

BaaZ Entergy Louisiana, Inc. 1.807 182 23.26 3. 79 3 . 9  245.76 6. 67 2.642 46.64 7. 78 43.39 

AVERAGE OF R A T m  GROUP 1.112 1 4  13.72 2. 77 3. 7 132.92 10. 49 1.580 50.14 8. 68 43.2 

Baa3 CI cveland Electric Illuminating Company 1.865 181 21. 17 2. 39 3. 2 361.63 7. 72 4.348 69. 61 6.15 22.23 
Baa3 Consumers Energy Company 3.674 313 17.42 3. 73 5. 31 175.9 20.36 4.642 49.46 9.07 41.47 

Baa3 Enrcrgy Cult Sratea, lnc. 2,127 108 15. 09 2. 2 2. 86 136.01 8. 72 3,475 46.45 9. 24 42.31 
G 3  Pu6lic Service Company of New Mexico 1.168 79 10 .37  2.05 3. 76 204.37 16.33 1,901 51 .99  1 .35  46.66 

Baa3 T exas-Ncw Mexico Power Company 576 39 13.95 2. 35 3. 46 261.49 17.69 754 58.35 0. 22 41.43 
Baa3 Toledo Edison Company 921 134 23. 23 2. 74 4. 26 236. 4 12 1 .872 59.32 11.22 29.47 

Baa3 ElP *SO Electric Company 570 32 27. 56 1. 67 3. 16 261.96 2 1 . 6  1.260 66.56 0 33.44 

Baa3 System Energy Resources, Inc. 620 62 42. 49 1. 16 2.98 1,014.22 16.75 2,052 56. 56 0 43.44 

AVERAGE 0 F RATING GROUP 1.484 116 21.41 2.39 3.63 334.25 15.42 2.583 61.54 4.91 37.58 

Bal  Green Mountain Power Corporation 251 3 3 . 1 1  1.26  2. 41 111.73 6. 27 21 1 46.36 6.05 47.59 
AVERAG-G CrtCnm 251 3 3.17 1.28 2. 41 111.73 6.27 21 1 48.38 8. 05 47.59 

Ba2 Public Service Company o f N w  Rampshire 1. 161 84 10.74 3. 73 6. 25 460.42 34.27 1,414 45.49 1 .77  52.74 
Ba2 Tucson Electric Power Company 604 69 21.69 1 .43  2.45 196.79 6. 9 2.371 66. 61 0 11.39 

AVERAGE OFF. ATING GROUP 982 77 18.31 2.58 4. 35 338.81 20.59 1.882 87.05 0.88 32.07 

TOTQXWERAGES 1.782 182 17.83 3.58 4 .8  190.82 14.98 4.45 43.62 3.048 51.93 u IAN 1.280 1 24 17.56 4.84 171.33 15.12 2.087 48.45 4.77 45.18 



Appendix I 
1999 Actual Data For the Elecuic Industry ($mil.) 

Trmamisaion & Distribution Companies Prrr Gmup 
Net Operating EBlTl FFOl FFO RCF ./. TD Told Cap. Tal. Deb1 PrdStk% Common % 

Income Margin Interest Inleiest % Cspex (in $mil.) %Tot. Cap Tot. Cnp Tot. Cap R.ZW"W 

Aa2 AmcrenClPS 928 50 10.21 2.94 4.47 155.78 8.21 1,276 51.85 6.27 41.88 
AVLRAG-OU? m so 10.11 2.94 4.47 1s5 .78 8.21 1,276 51.8s 6.27 41.88 

Aa3 Sa" Diego Gas & Electric Company 2,207 193 12.73 3.14 3.7 . .  15.03 2,902 51.14 3.58 45.28 
AVERAtiEUFRAIIPSG GROUP 2,207 193 12.73 3.14 3.7 134.29 15.03 2,902 51.14 3.58 45.28 

A1 Boston Edison Company 1,547 154 15.27 3.35 4.89 268.55 6.83 2,287 64.57 4.04 31.39 
A1 ConsolidatebE;firon Company ot New York, Inc. 6,956 698 14.4 4.33 4.83 183.7 2.13 9,657 51.92 2.58 45.5 
A1 Orange and Rockland Utilities, Inc. 617 14 4.09 0.88 1.B Ws4 7.74 734 54.94 0 45.26 
A1 Pacific Cas 81 Electric Company 9,228 763 I I . 6  3.36 3.73 136.83 14.5 14,320 56.65 5.1 38.25 
A I  Patomac Electric Power Company 2,476 238 23.25 2.82 3.51 2 x 8 7  9.52 5,370 60.24 4.19 35.57 
A1 Southern Caldornia tdison Company 7,522 484 11.28 2.68 2.92 94.4 3.74 10,022 64.9 3.84 31.26 

AVERAGE OF RATlNG GROUP 4,724 392 14.98 2.9 3.64 m . 0 3  1.84 7,065 58.83 3.29 37.87 

A2 Cambridge Elecrrrc Light Company 112 0 3.98 0.59 4.27 875.28 38.76 129 21.12 0 78.88 
A2 D elmarm Power & Lighr Co. 2 , 8 6  138 14.06 3.99 4.51 314.16 18.89 1,872 55.35 8.53 36.11 
A2 J errey Central Power & Light Company 2,018 163 18.11 3.81 5.64 315.91 8.33 2,829 43.58 7.45 48.97 
A2 Metropolitan Edison Company 903 95 23.62 4.39 0.85 -10.74 -58.91 1,148 47.63 8.71 43.67 
A2 Pennsylvania Electric Company 922 152 20.78 5.29 -9.07 -465.52 -172.46 1,039 46.01 9.62 44.37 

AVERAGE OF R A ~  GROUP 1,238 1U9 16.11 3.61 1.n 265.82 -33.08 1,404 42.74 6.86 50.4 

A3 A ti.nt,c ' '  Clfy Elecrrr' Company 1,077 62 15.97 2.84 1.97 119.51 -0.34 1,872 57.1 6.69 36.21 
A3 C enirai Maine Power Company 954 65 13.77 2.46 .53 54.35 737 24.44 4.95 70.62 3.66 206 
A3 D uqucmc mr Company 1,159 147 22.42 2.91 3.87 341.77 6.97 2,975 65.44 7.71 26.84 
A3 New York Stare Electric and Gas Corporation 2,094 221 28.19 4.61 3.21 407.89 5.27 2,012 68.31 0.5 31.18 
A3 S ierra Pacific Power Company 764 66 17 3.2 3.64 96.37 6.61 1,6111 52.04 6.12 41.85 
A3 United llluminaring Company 680 88 13.76 3.76 3.18 266.73 9.31 1,069 52.45 4.68 42.87 

AVERAGE OF RATING GROUP 1,121 108 18.52 3.3 3.25 239.8 13.69 1,713 53.3 5.11 41.6 

Baa2 Niagara Mohawk Power Corporation 3,827 -15 13.89 1.1 2.21 200.99 8.62 8,943 63.25 5.61 31.14 
AVERAGE 0- CROUP 3,827 -15 13.89 1.1 2.21 200.99 8.62 5.61 31.14 8,943 63.25 



Appendix I 
1999 Actual Data For the Electric lndusby ($mil.) 

TImmissbn & Dlrtribullon Cornpanlea Peer Group 
Net Oprrstlng EBITl FFOl FFO RCF ~~ TD Total Cap. Tot. Debt Prof Slk% Common % 

lneomr Margin Intrresl Interest % Capex (in $mil.) %Tat. Cap Tot. Cap Tot Cap 
14 14 1.Yh h4.2X 7.45 2.x1z 56.62 h.H7 . .  

RWe""e Sr. Debt 
Rating Company 

UtUltv Dlversifird Holdine Companies P e r  Gmw 

A d  Duke Energy Corporation 21,742 827 8.26 1.9 6.07 51.3 23.49 21,347 44.34 7.89 47.77 

A13 Otter Tail Powci Company 465 43 14.5 4.56 5.37 197.34 21.2 462 n.51 7 . x  53.23 
Aa3 Northern Stares Power Company (Minnesota) 2,869 219 11.97 2.08 4.61 175.98 13.02 7,410 61.37 4.12 34.51 

A- GROUP 8,359 363 11.58 3.21 5.35 141.54 19.24 9,740 48.41 6.41 45.17 

A1 Black Hills Corporation 792 37 7.82 4 5.34 64.45 17.17 476 54.52 0 45.48 
A1 Northwestern Corporation 3,004 38 2.65 1.5 2.48 241.07 5.71 1,586 52.52 28.55 18.93 

AVERAGE OF R A m  GROUP 1,893 37 5.23 2.75 3.91 152.76 11.44 1,031 53.52 14.28 32.21 

A2 P acltlcorp 3,970 65 18.9 2.17 3.07 124.5 7.65 8,976 51.55 6.21 42.24 
AVERAGE OF RATING OUP 3,970 65 18.9 2.17 3.07 124.5 7.65 8,976 51.55 6.21 42.24 

Baal Avista Corp. 7,905 5 0.4 0.48 2.02 75.86 3.67 1,520 47.25 26.86 25.89 
Baal Minnesota POWCE, Inc. 1,132 66 19.94 3.79 2.81 107.82 3.97 1,731 47.29 6.15 46.56 
Baal Montana Power Company 1,342 147 17.27 5.39 13.49 188.26 65.86 1,809 37.45 6.78 55.77 
Baal Reliant Energy, Incorporated 15,303 1,665 m 2.43 3.46 106.62 6.79 n , z 4  C7.m 3.92 29.05 

AVERAGE 0 F RATING GROUP 6,420 471 11.43 3.02 5.44 119.64 20.07 5,m a . 7 5  10.93 39.32 s x Baa3 UtiliCorp United Inc. 18,622 160 1.76 1.77 2.95 279.35 10.02 4,446 56.09 7.87 36.04 9 AVERAGE 0- 18,622 160 1.76 1.77 2.95 279.35 10.02 4,446 56.09 7.87 36.04 
lo' 
3 Bal  Western Resourccs, Inc. 2,036 0 13.48 0.93 2.48 139.28 7.81 6,014 61.53 4.07 34.4 

AVERAGE OF R m  GROUP z;ms n 13.48 0.93 2.48 139.D 7x1 6,014 61.53 4.07 34.4 4 s $ 
TOTAL AVERAGES 6,598 273 10.42 2.67 4.51 145.99 15.53 6,168 51.7 9.14 39.16 

0 TOTAL h. 6 .3 .27 6.5 3 . 4  s 
6 ox 
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